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American interests, and the flooding of American markets with
Japanese low-priced goods, against which we may ultimately be
obliged to protect ourselves with resultant international friction and
irritation.

The Philippine Islands also remain as a potential, although not
an immediate, source of danger to the relations between Japan and
the United States.

China

It does not appear necessary to deal extensively or in detail with
Japan's diplomacy and activities in China during the past year.
Sufficient to say that the overt intention and efforts of the Japanese
military to detach the five northern provinces from the jurisdiction
of Nanking largely miscarried ; that the support of the Japanese
military of the widespread smuggling operations not only became
an international scandal but went far to bring down on Japan
the censure of foreign countries including the United States and
Great Britain ; and that, far from co-operating with Nanking in an
effort to control the anti-Japanese sentiment repidly developing
throughout China, the Japanese have constantly intensified that
sentiment by their truculent and aggressive attitude and tactics.

Now, at the opening of the New Year, the Japanese programme in
China, whatever it may be, appears to have come to a temporary
halt owing to the new developments arising out of the capture and
subsequent release of Chiang Kai-shek by Marshal Chang Hsueh-
liang. The Japanese are clearly marking time. Whether these
developments will lead to an intensification of the anti-Japanese
movement in China and whether, and to what extent, they will induce
a stiffening of the future policy of Nanking remains to be seen.

The Japanese nation seems to be somewhat thunder-struck by the
sudden and*unexpected determination of China to yield no more
to Japanese pressure. The nation is, figuratively, scratching its head
and wondering what it should do next. There has been some dis-
cussion in the newspapers of a reorientation of policy towards China,
but there has been no indication as yet of the direction which that
reorientation will take. It is strange but true that Japan appears to
have been the last to appreciate the changed conditions in China.
Now that Japan realizes that its bluff of military pressure no longer
works, some other aggressive method of dominating North China
may be tried. Economic co-operation, with emphasis on its aim
being " improvement of the conditions of the people," is an old Army
plan that is being advocated increasingly by Army spokesmen, which
might be an outlet for Japanese expansionist activities, not too
objectionable to the Nanking Government. For the present it appears
that Japan is not attracted by the thought of a frontal attack, on her
own volition, against Nanking. More probable is the method of
peripheral penetration and digging in in North China and along
the Mongolian frontier.